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Abstract 
This is a study on assessing the risk and profitability associated with Islamic bank 
investments and operations in the Gulf Cooperation Council (GCC) countries for three years 
from 2009 to 2011. It is mainly focused on measuring risk and profitability by looking at stock 
returns, bond ratings and financial institution ratios. Stock returns of Islamic banks were 
analyzed and compared to stock returns of commercial banks in five countries. Credit ratings for 
all Islamic banks with issued bonds were compared to those of conventional banks. In addition, 
banking industry financial ratios were used to analyze the operations of two types ofbanks, with 
the sample including all listed banks. The study revealed that Islamic banks have higher average 
stock returns and slightly higher standard deviations, reflecting high returns and risks compared 
to conventional banks. After scaling ratings into numbers, the credit ratings were found to favor 
conventional banks, with an average rating of A- for long term investments and A-2 for short 
term investments. With regards to financial ratios, the t-test and F-test results showed that there 
were significant differences between the means of the two bank types. Return on equity, return 
on assets and deposit to equity ratios were in favor of conventional banks. Islamic banks had a 
higher equity to asset ratio, loan to deposit ratio and interest margin to earning assets. Finally, 
'there is no significant difference between the two bank types' means with regards to coverage 
ratio, earning assets to assets ratio and market return on equity. 
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1.0 Introduction 
This study topic has been chosen for three main reasons. The first reason is that risk is an 
important component in decision-making and managing any business, especially when it is 
possible to measure and manage risks. Just as in most businesses, banks are subject to various 
risk factors and exposed to different types such as market (fmancial) risk, operational risk and 
credit risk. Market risk is a risk of loss related to liquidity or interest rates. Operational risk is a 
risk of direct or indirect loss resulting from inadequate or failed internal processes, either caused 
by human factors, technology (systems) or external events. Credit risk occurs when the borrower 
may not be able or willing to repay the debt owed to the bank. 
The second reason for doing this study is that Islamic banking and financing have gained 
significant importance in the financial world. This importance started after the global fmancial 
markets recently experienced extreme unrest, which was mainly caused by issues related to 
credit. According to The Financial Times (2008), Islamic banking has grown more than fivefold 
by hitting $900 billion from only $150 billion in assets during the period 1990 to 2008 and is 
prospering at the yearly growth rate of 15% to 20%. 
Islamic bank performance compared to conventional banks after the 2008 fmancial crisis: 
• Islamic banks suffered a decrease of only 8.5% in market capitalization, in 
comparison to the top 10 conventional banks, which reported market capitalization 
decline of 42.8%, from 2006 to 2009. 
• Conventional banks had a downturn in aggregate net profits from USD $116 billion 
in 2006 to a USD $42 billion net loss in 2008. During the same period, Islamic banks 
experienced an increase in net profits to reach USD $4.6 billion in 2008 from USD 
$4.2 billion in 2006. 
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• Total assets of conventional banks ' reserves accelerated at 36% from 2006 to 2008. 
On the other hand, Islamic banks' reserves grew at 55% during the same period. 
Furthermore, during the same period the increase in total equity for conventional 
banks and Islamic banks was 24% and 36% respectively. 
• Assets to equity ratio of conventional banks was 16.6 in 2006, and increased to 18.2 
in 2008 . This was nearly three times the ratio for Islamic banks, which were 5.8 and 
6.6 in 2006 and 2008 respectively. 
Finally, with respect to those countries where Islamic banks form a large part of the 
economy, such as in the GCC countries, it is essential to determine the status and capabilities of 
Islamic banking to ensure their financial independence. In fact, when Islamic banks maintain 
their financial independence, this will guarantee having full Islamic fmance operations, where 
the banks are not controlled by other entities with possibly different strategic goals. 
1.1 Overview of Islamic Banking System 
Islamic Banking is based on profit and loss sharing (PLS) between the borrower and the 
bank (Khan and Mirakhor, 1987). The difference between Islamic and conventional banking is 
that Islamic banking follows Islamic law. In addition, Islamic banking avoids certain activities 
such as interest (riba) and excessive uncertainty (gharar). For instance, Islamic banks provide 
financing based on partnership (musyarakah) where profit or loss is shared, instead of charging 
interest on funds given out. The foundation of Islamic banking is based on the Islamic faith and 
must stay within the limits of Islamic law known as Shariah in all its actions and bank products. 
There are several main principles in Islamic banking: 
• Absence of interest -based (riba) transactions. 
• A voidance of economic activities involving oppression (zulm ). 
• A voidance of economic activities involving speculation (gharar). 
• Introduction of an Islamic tax (zakat). 
• Discouragement of the production of goods and services that contradict Islamic 
values. 
In contrast, the correlations to conventional banking are essentially based on the debtor-
creditor relations between the depositors and the bank, and also between the borrowers and the 
bank. Interest is considered to be the price of credit; it also reflects the opportunity cost of 
money. On the other hand, debts held by Islamic banks are different in nature from those in 
conventional banks. The relationship between the bank and the client is not always creditor and 
debtor; in most cases, it is a partnership. In addition, there are certain characteristics of debt in 
Islamic banks that include: 
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• No possibility of increase in debt after it has been established. Loans in conventional 
banks have repayment periods and the debtor is under an obligation to repay at 
specified periods. Borrowers are considered defaulters if they delay their payments 
without the agreement of the bank. If borrowers delay their payments or become 
defaulters, the debt increases in proportion to the extended period. However, in 
Islamic banks, loans cannot be increased and banks cannot impose penalties on 
borrowers for delays. 
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• Form of the contract has a huge effect on the level of credit risk. A fundamental 
difference between Islamic and conventional banks is that the latter work on the basis 
of loans. So the relationships between the bank and its customers, irrespective of the 
name of the transaction, are those of a creditor and debtor. As for Islamic banks, they 
operate through sales, partnerships and leasing. 
Some forms of debt that are held by Islamic banks: 
Murabahah: A Murabahah transaction involves the sale of goods at a price that 
includes a profit margin agreed by both parties. However, the seller must let the buyer 
know the actual cost for the asset and the profit margin at the time of the sale 
agreement. This type of debt is exposed to a higher credit risk. 
Musyarakah: In the context of business and trade, this refers to a partnership or a 
joint business venture to make a profit. The profits made will be shared by the 
partners based on an agreed ratio that may not be in the same proportion as the 
amount of investment made by the partners. However, losses incurred will be shared 
based on the ratio of funds invested by each partner. This type of debt is exposed to a 
higher market risk. 
Ijarah: This is normally used in fmancing consumer goods, especially motor 
vehicles. There are two separate contracts involved for leasing and renting. 
• Trading in debts is prohibited. In Islamic banking, it is prohibited to sell a debt 
before its maturity to someone other than the one from whom it is due for less than its 
face value. This closes all doors on trading in debts. More importantly, it is not 
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possible for Islamic banks to rely on transferring debts in their books by way of sales 
to other parties. 
Now one big question is how do Islamic banks reward their depositors since payment of 
interest is not allowed? The answer is that there are many ways to share profits or returns 
between a bank and customers. For instance, in a deposit product, profits from a deposit 
arrangement will be shared between a bank and its depositors based on an agreed percent paid as 
dividends. 
With regards to Islamic bonds that are called Sukuk, they are structured in such a way 
as to generate returns to investors without infringing Islamic law that prohibits interest. Sukuk 
represents undivided shares in the ownership of tangible assets relating to particular projects or 
special investment activities. An investor has a common share in the ownership of the assets 
linked to the investment, although this does not represent a debt owed to the issuer of the bond. 
In the case of conventional bonds, the issuer has a contractual obligation to pay to bond holders 
the interest and principal on certain specified dates. In contrast, under a Sukuk structure, the 
holders each have an undivided beneficial ownership in the underlying assets. 
1.2 Project Scope 
The scope of this project was to compare the profitability and risks oflslamic banks and 
conventional banks in the GCC by looking at stock returns and credit ratings of Islamic banks 
and comparing the figures with those of conventional banks. Financial ratios were used to 
determine if there were any differences between the two types ofbank operations. The 
geographical focus of this study was the GCC countries of Saudi Arabia, United Arab Emirates, 
Kuwait, Bahrain and Qatar. Comparisons were made on the two main aspects of profitability and 
risks, based on historical stock price data and financial statements for three years for the period 
2009 to 2011. 
2.0 Literature Review 
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Haran ( 1996) was the first to examine the effects of competition and external factors on the 
profitability of Islamic banks. He showed that in a competitive market, Islamic banks earned 
more than those that operate in a monopolistic market. Furthermore, interest rates, inflation and 
size have a significant positive impact on the profits of both conventional and Islamic banks. 
Evidence was also found to support his hypothesis that the profit-loss sharing principle practiced 
by Islamic banks is beneficial to both depositors and the banks. 
Bashir (2000) examined the performance of Islamic banks in the Middle East region 
between 1993 and 1998. To measure profitability, he used non-interest margin (NIM), before tax 
profit (BTP), return on assets (ROA), and return on equity (ROE). The results confirmed 
previous fmdings and showed that Islamic banks ' profitability was positively related to equity 
and loans. The results also indicated that favorable macroeconomic conditions positively impact 
profitability. 
On the other hand, Naughton and Naughton (2000) argued that the development of the 
Islamic equities market faced significant challenges. While Islamic banking, based on the 
prohibition of interest, was well established throughout the Muslim world, the authors pointed 
out that attention had turned towards applying Islamic principles in equity markets. They 
suggested that while common stocks are legitimate instruments in Islam, many of the practices 
associated with stock trading are not. These practices include speculation, short selling, margin 
trading, and equity futures and options, all of which would be either severely restricted or 
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unlikely to be acceptable within an Islamic market. They concluded that regulatory authorities in 
Muslim countries would therefore find a vast array of problems in attempting to structure a 
trading system that would be acceptable. 
Hassan and Bashir (2003) later confirmed the fmdings ofBashir (2000). They examined 
the determinants of Islamic banking profitability between 1994 and 2001 for 21 countries. Their 
results showed that Islamic banks had a better capital asset ratio compared to conventional 
banks. Surprisingly, they documented a negative relationship between total assets and 
profitability, which means that smaller banks were more profitable. In addition, during an 
economic boom, bank profitability seemed to improve because there were fewer nonperforming 
loans. Inflation, on the other hand, did not have any effect on Islamic bank profitability. 
In addition, Haron (2004) analyzed the effects of internal and external variables on the 
profitability of Islamic banks. He found that liquidity, comprised of funds deposited into current 
accounts, total capital and reserves, and the percentage of profit-sharing between banks and 
depositors positively influenced the profitability of Islamic banks. The results also showed that 
interest rates, inflation and size had significant positive impact on the profits of Islamic banks. 
Mokhtar et al. (2008) used a nonparametric Data Envelopment Analysis technique (DEA) 
and an intermediation approach to estimate the technical and cost efficiencies of the fully fledged 
Islamic banks as well as Islamic bank windows in Malaysia from 1997 to 2003 . The main results 
of the study revealed that although the fully fledged Islamic banks were more efficient than the 
Islamic bank windows, the two types of Islamic banks were still less efficient than the 
conventional banks. This finding also showed that the average efficiency of the overall Islamic 
banking sector increased over the survey period. 
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Hadeel Abu Loghod (2005) formulated an interesting study on Islamic and conventional 
banks in the Gulf region. Its aim was to compare the financial performance of Islamic banks and 
conventional banks in the GCC countries using statistical analysis of summary financial 
information and selected financial ratios. Most of the published literature explains the differences 
in culture and principles between both banking types. 
The results were very significant and robust and were confirmed by the calculation of 
marginal effects, since the magnitude of calculated marginal effects of financial ratios to the 
probability of bank type was less than one and standard errors were very small. The models were 
successful in describing the differences in fmancial performance based on selected financial 
ratios. 
The obtained statistical results suggest that: 
1) Market share (defined by total assets) in the financial data published over the period 
2000 to 2005 showed that conventional banks are dominant in GCC countries. 
However, they were losing their market share against Islamic banks. Since 2000, the 
market share of conventional banks in GCC countries was 87.91%. It decreased to 
85.84% in 2005 with a 40.64% growth rate. Islamic banks increased market share 
from 12.09% in 2000 to 14.16% in 2005 with a 50.53% growth rate. This indicated 
that Islamic banks were growing faster than conventional banks over this time period. 
2) Analyzing differences in profitability ratios using return on assets, return on equity 
and dividend payout ratios, the statistical results showed that there were no significant 
differences between the two types of banks. However, comparing averages of both 
banking types and the industry in each of the GCC countries; showed that Islamic 
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banks had higher ratios in GCC countries, except in the case ofUAE. The result was 
reasonable, as the market and management play important roles in determining 
profitability in addition to bank performance. 
3) As for liquidity ratio, it is vital for the survival of a bank. Liquidity ratios are 
analyzed by observing the cash to assets and cash to deposits ratios. Analysis showed 
that conventional banks were exposed to liquidity risk more than Islamic banks. 
Liquidity ratios were higher for Islamic banks. 
4) Analysis of differences in structure ratios showed the following statistical results : 
• Debt to asset ratio was lower for conventional banks, indicating that conventional 
banks are more dependent on external liabilities. 
• Loans/receivables to assets ratio was also higher for Islamic banks. This implies 
that customers were more attracted to use Islamic banking fmancing instruments 
because they comply with Islamic law. 
• Deposits to equity, deposits to assets and investments and deposits to assets were 
higher for conventional banks, but this result is debatable. The average of these 
ratios for both banking types showed that Islamic banks in some GCC countries 
like Kuwait and Qatar had higher ratios than conventional banks, while in 
Bahrain, Saudi Arabia and UAE it showed the opposite. This can be explained by 
conventional banks outnumbering Islamic banks in these countries, which made 
competition high in attracting deposits. 
• Fixed assets to assets ratio was lower for Islamic banks. This result is very 
rational because Islamic banks use fmancial instruments such as Murabaha and 
Ijara , and these instruments increase the rate of fixed assets to assets. 
• The statistical results showed that there were no significant differences between 
both banking types in terms of internal growth rates. 
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• Loans/receivables to deposits and loans to equity ratios were higher for Islamic 
banks. This indicates that Islamic banks were more into financing operations 
rather than receiving deposits. This implies that credit risk of conventional banks 
was less than it was in Islamic banks. 
• Deposit to equity ratios and investment and deposits to assets ratios were lower 
for conventional banks. Obviously, this result indicated the ability of conventional 
banks to leverage their operations by attracting more deposits and investments. 
• Equity to assets ratio was higher for conventional banks. This ratio is an important 
measure of capital adequacy. Higher values of these ratios reflect a strong 
financial structure of a bank and less possibilities for financial difficulty. 
3.0 Hypothesis 
The purpose of this study project is to examine the hypothesis in terms of answering three 
related questions: 
1) Do Islamic banks' stocks have higher returns and risks compared with conventional 
banks ' stocks in the GCC country markets? 
2) Do Islamic banks have lower credit ratings for long and short term investments 
compared with conventional banks' credit ratings in the areas under study? 
3) Are there significant differences between Islamic banks' and conventional banks' 
operations when looking at selected fmancial ratios? 
For the last question, these financial ratios include return on equity, return on assets, 
coverage ratio, market return on equity, loans to deposits, deposits to capital, equity 
capital to total assets, interest margin to earning assets and earning assets to total assets. 
4.0 Data and Methodology 
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In this study, three measures have been used to evaluate profitability and risk. First, credit 
rating was used to determine the degree of risks of Islamic banks ' long term and short term 
bonds. Credit rating was based on Standard & Poor's credit ratings for both Islamic banks and 
commercial banks in the region under study. The credit ratings express the agency's opinion 
about the ability and willingness of an issuer, such as a corporation, to meet its financial 
obligations in full and on time. Investments with higher risks should offer higher returns and vice 
versa. A number scale has been calculated to find the average of each sample. 
Second, quantitative measures were used to determine the returns on stocks in the market 
as well as the certainty of those returns. The calculations were based on historical stock data for 
three years from 2009 to 2011, done with monthly adjusted quotes. The methods used were 
return on stock variance and standard deviation. Historical stock quotes were collected from 
Capital IQ. The formula used to fmd the return on stock is the following, as stock prices were 
adjusted for dividends: 
Stock ending price - Stock beginning price 
Stock beginning price 
13 
In addition, standard deviation and variance were calculated to provide some facts about 
the fluctuation of monthly stock returns over the three year period, as both variance and standard 
deviation work as risk measures. 
Third, financial ratios work as effectiveness measures of banking operations. The main 
objective of this study is to compare the performance between two samples of selected Islamic 
banks and conventional banks. To achieve this objective, two banks' financial performances 
were analyzed based on their audited financial statements for three years (2009 to 2011). Two 
independent sample t-test and F-tests were performed to examine any significant differences 
between these two banks in return on equity, return on assets, coverage ratio, market return on 
equity, loan to deposit, deposit to capital, equity capital to total assets, interest margin to earning 
assets and earning assets to total assets, all of which were applied in the study. The hypothesis of 
the t-test is that there is no significant difference between the two types of bank means for each 
financial ratio, and the hypothesis ofF-test is that there is no significant difference between the 
two types ofbank variances for each financial ratio. 
To serve the purposes of the study, the population of banks under study has been 
categorized into two samples: 
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1) The sample includes all listed Islamic banks in the GCC with public offerings. All 
private banks have been excluded from the sample as the main objective is to measure 
banks ' stock returns. 
2) The sample includes all listed conventional banks in the GCC with public offerings. 
Again, private banks have been excluded from the sample as the main objective is to 
measure banks ' stock returns. 
Geographically the banks are within five countries in the GCC: Saudi Arabia, Kuwait, 
United Arab Emirates, Bahrain, and Qatar. These countries (with the addition of Oman) 
constitute the GCC founded in May, 1981. However, Oman was excluded from the study since 
there are no Islamic banks with full operations in that country. The table below shows the two 
samples, Islamic banks and conventional banks, distributed according to each GCC country: 
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Table 1: Sample Islamic and Conventional Banks 
Country Islamic Banks Symbol Conventional Banks Symbol 
Saudi • Saudi Investment Bank (SASE: I 030) • Banque Saudi Fransi (SASE: I 050) 
Arabia • Airajhi Bank • SABB (SASE:I060) 
• Aiinma Bank (SASE: II20) • SAMBA (SASE: I 090) 
• AI belad Bank (SASE: II 50) • Riyad Bank (SASE: I 0 I 0) 
• AI jazera Bank (SASE: II40) • Arab National Bank (SASE: I 080) 
(SASE: I020) • Saudi Holandy Bank (SASE:I040) 
Kuwait • Kuwait Finance house (KWSE:KFIN) • Burgan Bank (KWSE:BURQ) 
• Aimutahed (KWSE:ALMUT A • Gulf Bank ofKuwait (KWSE:GBK) 
HED) • National Bank of 
• Boubyan (KWSE:BOUBY A Kuwait (KWSE:NBK) 
N) • Commercial Bank of 
• Ithmar bank (KWSE:ITHMR) Kuwait (KWSE:CBK) 
UAE • Dubai Islamic bank (DMF:DIB) • Abu Dhabi National (ADX:NBAD) 
• Sharjah Islamic bank (ADX:SIB) Bank 
• Adu dhabi Islamic (ADX:ADIB) • Commercial Bank of (ADX:ADCB) 
Bank Abu Dhabi 
• AjmanBank (DFM:AJMANBA • Mashreq Bank (DFM:MASQ) 
NK) • National Bank ofRass (ADX:RAKBA 
• United Arab Bank (ADX:UAB) Aikhaimah NK) 
• National Bank of (ADX:NBQ) 
UmmAiquain 
(ADX:NBF) • National Bank of 
Fujaira 
(ADX:FGB) • First Gulf Bank 
• National Bank of Abu (ADX:UNB) 
Dhabi 
Bahrain • Aibarakah (BAX:BARKA) • Arab Banking (BAX:ABC) 
• Bahrain Islamic bank (BAX:BISB) Corporation 
• Salam Bank (BAX: SALAM) • Ahli Bank (BAX:AUB) 
• National Bank of (BAX:NBB) 
Bahrain 
Qatar • Qatar Islamic bank (DSM:QIBK) • Arab Bank . (DSM:ARBK) 
• Airayan Bank (DSM:MARK) • Commercial Bank of (DSM:CBQK) 
Qatar. 
• Khalij Commercial (DSM:KCBK) 
Bank 
Each country in the GCC has its own stock market exchange, and hence, the returns on 
stocks of Islamic banks were compared to the returns on stocks of conventional banks of each 
country individually. The results were then compared among all five countries. This was 
conducted to deliver more accurate results for the two types of banks ' stock returns. 
All Islamic and conventional banks in the GCC with available credit ratings and long 
term and short term bonds were part of two smaller samples that served the purpose of credit 
rating comparisons. The two samples used to review the fmancial ratios and the credit ratings 
were based on the type of banking with no consideration of the location of banks. 
5.0 Results, Analysis and Discussion 
5.1. Credit Rating 
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S&P credit ratings reflect the default risks of long term and short term investments, as 
well as the bank' s ability to meet financial obligations. Credit ratings for the two types of banks 
are shown below with the number scale representing each banks credit rating: 
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Table 2: Credit Ratings for Islamic Banks in the GCC (2009-2011) 
Bank's Name Long Term Number Scale Short Term Number Scale 
Saudi Investment Bank A- 10 A-2 5 
Rajhi Bank A+ 12 A-1 6 
Dubai Islamic Bank BBB- 8 B 3 
Sharjah Islamic Bank BBB+ 9 A-2 5 
Kuwait Finance house A- 10 A-2 5 
Albarakah BBB- 8 A-3 4 
Bahrain Islamic Bank A- 10 A-2 5 
Qatar Islamic Bank B 6 B 3 
Average BBB+ 9.1 A-3 4.5 
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Table 3: Credit Ratings for Commercial Banks in the GCC (2009-2011) 
Bank's Name Long Term Number Scale Short Term Number Scale 
Gulf international Bank BBB+ 9 A-2 5 
Abu Dabi Comercial Bank A 11 A-1 6 
National Bank of Adu dhabi A+ 12 A-1 6 
Arab Bank BBB+ 9 A-2 5 
Mashreq Bank BBB+ 9 A-2 5 
Riyadh Bank A+ 12 A-1 6 
SAAB A 11 A-1 6 
National Commercial Bank A+ 12 A-1 6 
Arab National Bank A 11 A-1 6 
SAMBA A+ 12 A-1 6 
Banque Saudi Fransi A 11 A-1 6 
National Bank of Kuwait A+ 12 A-1 6 
Burgan Bank BBB- 8 A-2 5 
Khalij Comercial Bank A- 10 A-1 6 
BMI Bank B. S.C. BB+ 7 B 3 
National bank of Qatar A+ 12 A-1 6 
Commercial Bank of Qatar A- 10 A-2 5 
Average A- 10.4 A-2 5.5 
Note: Gulf Countries are rated by S&P with high gradings. 
Conventional banks appear to have higher credit ratings in both long term and short term 
investments compared to the Islamic ones. Both Islamic and conventional banks in Saudi Arabia 
have good ratings compared to some others like Bahrain and Kuwait. 
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High credit ratings are driven by a healthy customer franchise in the banks' retail sector. 
For a bank to attain high ratings, it has to achieve sustained and superior profitability. Low 
concentration of risks in terms of deposits and loans compared to other industry players is also a 
major contributing factor. Strong capitalization is also essential for banks to get higher credit 
ratings. 
From the credit ratings, it is clear that conventional banks in the region offer less 
financial risk in their short term and long term investments. Islamic banks can be considered to 
be more risky compared to the conventional banks. 
5.2. Stock Return 
Final results on the average stock return, standard deviation and variance per 
country are shown in the following table: 
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Table 4: Average Stock Return, Standard Deviation and Variance (2009-2011) 
Country Islamic Banks Conventional Banks 
Saudi Arabia 
Return on stock: .0020 .0042 
Standard deviation: .0820 .0970 
Variance: .0069 .0097 
UAE 
Return on stock: .0034 .0023 
Standard deviation: .0781 .1327 
Variance: .0061 .0176 
Kuwait 
Return on stock: .0136 -.0010 
Standard deviation: .0997 .1062 
Variance: .0100 .0112 
Bahrain 
Return on stock: -.020 -.004 
Standard deviation: .110 .090 
Variance: .013 .008 
Qatar 
Return on stock: .040 .0002 
Standard deviation: .264 .1050 
Variance: .083 .0121 
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To analyze stock returns for Islamic and conventional banks, the numbers in the table 
show average stock returns and standard deviations for each country and each countries ' banks 
has been analyzed individually. 
5.2.1. Saudi Arabia 
The average monthly stock return for Saudi Arabia between January 2009 and December 
2011 was 0.002 for the Saudi Islamic banks, while the conventional banks had an average of 
0.004. The conventional banks offered better stock return averages compared to the Saudi 
Islamic ones, although the difference was small. 
Figure 1: Average Stock Return- Saudi Arabia 
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Data Analysis 
During the period between January 2009 and December 2011 , Saudi Islamic banks 
performed a little bit lower compared to conventional banks. Even though conventional banks 
had higher returns, Islamic banks had more consistent performance during the period. Saudi 
Arabia is the leading economy in the GCC and its gross domestic product has been on the rise 
over the years. The Saudi government has taken various regulatory measures to improve 
economic activity and this has established a strong foundation for sustained economic growth. 
The banking sector is one of the biggest beneficiaries of these moves and this is evident in the 
continued success of both Islamic and conventional banks even during the global fmancial crisis. 
Compared to the other GCC member countries, Saudi banks have the highest profits and this is 
evident in the high stock returns they get. The country's banking sector has been well capitalized 
to offer the support required to enhance growth even during tough economic times. Most Saudi 
banks offer Islamic banking products and Saudi Arabia has the largest Islamic banks in the GCC. 
Islamic banking has quickly become a profitable product and this is clear in their stock returns 
when compared to the conventional banks between 2009 and 2011. 
Islamic banks have a competitive edge over the conventional ones in Saudi Arabia and 
this may explain their success in the country compared to other countries. The global fmancial 
crisis began to affect their economy in 2009 and this led to a decrease in profits. Despite that 
decrease, conventional banks were still performing better compared to Islamic banks. 
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5.2.2. United Arab Emirates 
The average monthly stock return for UAE between January 2009 and December 2011 
was 0.003 for the Islamic banks, while the conventional banks had an average of 0.002. Islamic 
banks offered a better average in the UAE, which is higher compared to Saudi Arabia. 
Figure 2: Average Stock Return- UAE 
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In the UAE, Islamic banks reported higher stock returns between January 2009 and 
December 2011. The only period when conventional banks performed better than Islamic banks 
was in 2011; this may be attributed to the global financial crisis that hit Dubai, later compared to 
other parts of the world. This is different compared with Saudi Arabia where conventional banks 
reported better performance. 
The UAE has fewer Islamic banks compared to Saudi Arabia and they have a smaller 
market share compared to the conventional banks. There is an increasing demand for Islamic 
24 
banking services; they have managed to outperform the conventional banks. There are over 40 
commercial banks in the UAE, which include both foreign and national banks. The country has 
less than 10 Islamic banks and while their total assets have increased over the years, their market 
share remains small compared to the conventional banks. 
5.2.3. Kuwait 
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Figure 3: Average Stock Return- Kuwait 
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The average monthly stock return in Kuwait between January 2009 and December 2011 
was .0136 for the Islamic banks, while conventional banks had an average of- 0.001. The 
Islamic banks offered high average returns compared to the conventional banks. Their averages 
were higher compared to Saudi Arabia and the UAE. 
Data Analysis 
Kuwait ' s Islamic and conventional banks performed very differently between January 
2009 and December 2011 compared to the UAE. The Islamic banks reported ten times higher 
stock returns during this period compared to the conventional ones. 
25 
Kuwait's banking industry is reasonably concentrated with the National Bank of Kuwait 
and the Gulf Bank controlling about half of the assets owned by conventional banks. There is a 
lot of government control in the country' s banking sector. The Kuwait government is a majority 
shareholder in most of the banks and this may have hindered competition and growth in the 
industry. This control may explain the poor performance of the country' s banking sector in 
general in comparison with the UAE. Kuwait seems to have established a preference for Islamic 
banking services compared to conventional ones, and this explains the higher stock returns 
reported by the Islamic banks. Conventional banks in the country were reporting lower profits, 
especially after the global fmancial crisis hit and most of them were burdened with high debt. 
Banking services based on Shariah principles have increased steadily in Kuwait and they are 
becoming a major threat for conventional banks. This has forced some conventional banks to try 
to acquire or convert to an Islamic bank. 
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5.2.4. Bahrain 
Figure 4: Average Stock Return- Bahrain 
• Islamic Banks 
• Conventional Banks 
The average monthly stock return in Bahrain between January 2009 and December 2011 
was -0.02 for the Islamic banks, while the conventional banks had an average of -.004. The 
country's Islamic banks had higher negative average returns compared to the conventional 
banks. 
Data Analysis 
Bahrain ' s Islamic banks reported lower stock returns compared to the conventional 
banks. Conventional banks seemed to perform better, just like in Saudi Arabia. The country's 
banking sector seems to have had the worst performance compared to Kuwait, Saudi Arabia and 
UAE from the stock returns reported between 2009 and 2011. 
Bahrain is a small country in the Middle East, which relies on gas and oil supplies for 
most of its gross domestic product (GDP). The financial sector also contributes a significant 
portion of the GDP. In 2010, the country' s financial sector contributed 25% of the GDP. 
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Bahrain ' s banking system is made up of both Islamic and conventional banks. The Islamic banks 
made up about 12% of the country' s banking sector by 2011. Bahrain investors are migrating to 
Islamic banks and this may push their growth further (Hidayat & Abduh, 2012). 
5.2.5. Qatar 
The average monthly stock return in Qatar between January 2009 and December 2011 
was 0.037 for the Islamic banks, while the conventional banks had an average of 0.0002. The 
average offered by Islamic banks is better compared to the conventional banks and compared to 
Saudi Arabia and the UAE. 
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Figure 5: Average Stock Return- Qatar 
• Islamic Banks 
• Conventional Banks 
Average Qatar 
Islamic banks in Qatar reported significantly higher stock returns compared to the 
conventional ones between January 2009 and December 2011 . This is similar to Kuwait and 
UAE where Islamic banks' stocks tended to enjoy better returns. 
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Qatar Islamic banks enjoy support from a significant portion of the population and this 
has driven their growth. The Qatar government has also put in place measures that seem to favor 
the Islamic banks and this may have contributed to their success when compared to the 
conventional ones. There is a large Muslim population in Qatar and this has pushed conventional 
banks to offer Islamic banking services. In early 2012, the government sent out a directive to 
conventional banks asking them to halt their Islamic banking services, which brought additional 
potential growth for Islamic banks. The environment favors Islamic banking; therefore, it is in a 
better position to achieve success. 
5.3. Standard Deviation 
5.3.1. Saudi Arabia 
The standard deviation in Saudi Arabia between January 2009 and December 2011 was 
0.082 for the Islamic banks, while the conventional banks had a standard deviation of0.097. 
The Saudi conventional banks have a slightly higher standard deviation compared to 
Islamic banks, indicating their volatility in the banking sector. Stocks with high standard 
deviations tend to be more volatile compared to those with lower deviations (Madura, 2009). 
Figure 6: Standard Deviation- Saudi Arabia 
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5.3.2. United Arab Emirates 
• Islamic Banks 
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The standard deviation in UAE for the stock returns between January 2009 and 
December 2011 was 0.07 for the Islamic banks, while the conventional banks had a standard 
deviation of 0.132. 
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Like Saudi Arabia, UAE conventional banks had a higher standard deviation, indicating 
the volatility of their stocks. 
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Figure 7: Standard Deviation- UAE 
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5.3.3. Kuwait 
The standard deviation in Kuwait' s stock returns between January 2009 and December 
2011 was 0.102 for the Islamic banks, while the conventional banks had a standard deviation of 
0.106. 
Conventional banks had a higher standard deviation compared to the Islamic ones in 
Kuwait, just like Saudi Arabia and the UAE. The variance aligned with the standard deviation, as 
it appears to be higher for conventional banks compared with Islamic ones. 
Figure 8: Standard Deviation- Kuwait 
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The standard deviation in Bahrain between January 2009 and December 2011 was .11 for 
the Islamic banks, while the conventional banks had a standard deviation of .09. 
Bahrain conventional banks had a lower standard deviation compared to the Islamic 
banks, indicating the higher volatility oflslamic banks ' stock returns. The variance also supports 
this result, as the number for Islamic banks was .013 and for conventional banks was .008. 
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Figure 9: Standard Deviation- Bahrain 
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The standard deviation in Qatar between January 2009 and December 2011 was 0.264 for 
the Islamic banks, while conventional banks had a standard deviation of0.105. 
Conventional banks in Qatar had a lower standard deviation compared to Islamic banks, 
indicating that Islamic banks may be more volatile in the banking sector. This finding is also 
supported by the high variance of Islamic banks in Qatar. In addition, Qatar had the highest 
standard deviation for Islamic banks in the GCC. 
Figure 10: Standard Deviation- Qatar 
---------- ·---------------------------
0.3 
0.25 
0.2 
0.15 
0.1 
0.05 
0 
5.4. Financial Ratios 
• Islamic Banks 
• Conventional Banks 
SD Qatar 
33 
Each table below presents the t-test and F-test results, as comparative performance 
indicators of the two selected samples of Islamic banks and conventional banks. The tables also 
summarize the time averages of some important ratios. The value of each ratio represents the 
annual average between 2009 and 2011. To see how Islamic banks performed in comparison 
with the conventional banks over three years, nine fmancial ratios were used: return on equity, 
return on assets, coverage ratio, market return on equity, loans to deposits, deposits to capital, 
equity capital to total assets, interest margin to earning assets and earning assets to total assets. 
Variable 1 refers to Islamic banks and variable 2 refers to conventional banks. The t-test 
hypothesis is that there is no significant difference between the mean of the two types of banks, 
with two-tail and alpha of .05. The F-test hypothesis is that there is no significant difference 
between the variance of the two types of banks, with one-tail and alpha of .05. 
5.4.1. Return on equity 
Table 5: Return on Equity 
t-test: Annual Return on Equity (2009-2011) 
Mean 
Variance 
Observations 
Pooled Variance 
Hypothesized Mean Difference 
df 
t Stat 
P(T<=t) one-tail 
t Critical one-tail 
P(T<=t) two-tail 
t Critical two-tail 
F-test: ROE (2009-2011) 
Mean 
Variance 
Observations 
df 
F 
P(F<=f) one-tail 
F Critical one-tail 
Islamic 
0.04646 
0.01660 
57 
0.00989 
0 
130 
-3.84639 
2.99E-05 
1.656659 
5.98E-05 
1.97838 
Banks 
Conventional 
0.11898 
0.00480 
75 
Banks 
Islamic 
0.046463 
0.016609 
57 
56 
3.455127 
4.13E-07 
1.504168 
Conventional 
0.118984 
0.004807 
75 
74 
As can be seen, in the t-test there was a significant difference between the two ROE 
means of the Islamic banks and conventional banks, as conventional banks had a higher ROE 
ratio during 2009-2011. On the other hand, in the F-test there was a significant difference 
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between the two ROE variances of the Islamic banks and conventional banks, as Islamic banks 
had a higher variance than conventional banks. 
In terms of the return on equity (ROE), that is the amount of profit the banks generated 
with the money shareholders had invested. Islamic banks recorded a lower ROE than 
conventional ones at an annualized average of 0.046 compared to conventional banks at an 
average of 0.118. 
5.4.2. Return on assets 
Table 6: Return on Assets 
t-test: Annual Return on Assets (2009-2011) 
Banks 
Islamic conventional 
Mean 0.00939 0.01697 
Variance 0.00043 0.00011 
Observations 57 75 
Pooled Variance 0.00024 
Hypothesized Mean Difference 0 
df 130 
t Stat -2.52291 
P(T<=t) one-tail 0.00353 
t Critical one-tail 1.65665 
P(T<=t) two-tail 0.00707 
t Critical two-tail 1.97838 
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F-test: ROA (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.009397 0.016971 
Variance 0.00043 0.000111 
Observations 57 75 
df 56 74 
F 3.888833 
P(F<=f) one-tail 3.71E-08 
F Critical one-tail 1.504168 
In the t-test there is a significant difference between the two means, and conventional 
banks have a higher mean than Islamic ones. On the other hand, there is a significant difference 
between the two variances, and Islamic banks have higher a variance than conventional banks. 
The average ROA for Islamic banks is 0.009, while for conventional banks is 0.016. This 
indicates that conventional banks had more healthy returns on assets compared to Islamic banks. 
The higher ROA and ROE of conventional banks were due to the higher net financing 
and better asset quality that they had, compared to Islamic banks during 2009-2011. 
5.4.3. Loans to deposits Ratio 
Table 7: Loans to Deposits Ratio 
t-test: Annual Loans to Deposits Ratio (2009-2011) 
Mean 
Variance 
Observations 
Pooled Variance 
Hypothesized Mean Difference 
df 
t Stat 
P(T<=t) one-tail 
t Critical one-tail 
P(T<=t) two-tail 
t Critical two-tail 
F-test: Loans to Deposits Ratio (2009-2011) 
Mean 
Variance 
Observations 
df 
F 
P(F<=f) one-tail 
F Critical one-tail 
Banks 
Islamic 
1.272928 
0.91131 
57 
56 
25.52293 
9.19E-32 
1.504168 
Conventional 
0.847294 
0.035706 
75 
74 
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Banks 
Islamic Conventional 
1.27298 0.84729 
0.91131 0.03570 
57 75 
0.41289 
0 
130 
3.31717 
0.00014 
1.65669 
0.00027 
1.97838 
The loans to deposits ratio is a liquidity ratio, and as observed, the average LTD ratio for 
Islamic banks was 1.272 and 0.847 for conventional banks. In the t-test there was a significant 
difference between the mean of the two LTD ratios, as Islamic banks had a higher number 
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compared to conventional banks. In addition, in the F-test there was a significant difference 
between the variance of the two LTD ratios, as Islamic banks also had a higher number 
compared to conventional banks. Islamic banks had a better liquidity position than conventional 
banks. 
Deposits oflslamic banks grew rapidly between 2009 and 2011 compared to previous years. 
Saudi Arabia in particular, had higher liquidity among Islamic banks in the GCC. 
Even though conventional banks tended to attract various depositors, deposit growth for 
Islamic banks in the GCC were higher and the high spreads offered better profitability for them 
compared to conventional banks. 
5.4.4. Equity capital to total assets 
Table 8: Equity Capital to Total Assets Ratio 
t-test: Annual Equity Capital to Total Assets Ratio (2009-20 11) 
Banks 
Islamic Conventional 
Mean 0.208616 0.136191 
Variance 0.024454 0.002602 
Observations 57 75 
Pooled Variance 0.012015 
Hypothesized Mean Difference 0 
df 130 
t Stat 3.760149 
P(T<=t) one-tail 0.000128 
t Critical one-tail 1.656659 
P(T<=t) two-tail 0.000256 
t Critical two-tail 1.97838 
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F-test: Equity Capital to Total Assets Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.208616 0.136191 
Variance 0.024454 0.002602 
Observations 57 75 
df 56 74 
F 9.397266 
P(F<=f) one-tail 6.22E-18 
F Critical one-tail 1.504168 
In terms of equity capital to assets ratio, Islamic banks had a higher mean than conventional 
banks. In fact, in the t-test there was a significant difference between the two means, which was 
higher for Islamic banks. In addition, in the F-test there was a significant difference between the 
two variances with Islamic banks having higher variance. 
5.4.5. Coverage Ratio 
Table 9: Coverage Ratio 
t-test: Annual Coverage Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 1.19744 1.14192 
Variance 3.56662 2.26617 
Observations 43 63 
Pooled Variance 2.79135 
Hypothesized Mean Difference 0 
df 104 
t Stat 0.16098 
P(T<=t) one-tail 0.43346 
t Critical one-tail 1.65963 
P(T<=t) two-tail 0.86692 
t Critical two-tail 1.98303 
40 
F-test: Coverage Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 1.197442 1.141926 
Variance 3.56662 2.266177 
Observations 43 63 
df 42 62 
F 1.573849 
P(F<=f) one-tail 0.051373 
F Critical one-tail 1.579651 
Islamic banks enjoyed a higher coverage ratio with an average of 1.197 compared to the 
coverage ratio of conventional banks of 1.141 . The t-test showed no significant difference 
between the two means as the Islamic banks' mean was only slightly higher than the mean of 
conventional banks. On the other hand, the F-test also showed no significant difference between 
the two variances. However, the initial alpha level of 5% was almost met with the F-test alpha of 
5.1%. 
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5.4.6. Deposits to Equity Ratio 
Table 10: Deposits to Equity Ratio 
t-test: Annual Deposit to Equity Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 3.96386 5.44729 
Variance 6.43248 3.61430 
Observations 57 74 
Pooled Variance 4.83770 
Hypothesized Mean Difference 0 
df 129 
t Stat -3.68913 
P(T<=t) one-tail 0.00010 
t Critical one-tail 1.65675 
P(T<=t) two-tail 0.00020 
t Critical two-tail 1.97852 
F-test: Deposits to Equity Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 3.96386 5.447297 
Variance 6.432481 3.614308 
Observations 57 74 
df 56 73 
F 1.779727 
P(F<=f) one-tail 0.010442 
F Critical one-tail 1.506472 
There is a significant difference between the means of the two types ofbanks with regards to 
deposits to capital ratios. The average of deposits to capital ratio for Islamic banks was 3.963, 
and the average for conventional banks was 5.447. Moreover, in the F-test we see a significant 
difference between the two variances with Islamic banks having a higher variance. 
5.4. 7. Interest margin to earning assets Ratio 
Table 11: Interest Margin to Earning Assets Ratio 
t-test: Annual Interest Margin/Earning Assets Ratio (2009-2011) 
Mean 
Variance 
Observations 
Pooled Variance 
Hypothesized Mean Difference 
df 
t Stat 
P(T<=t) one-tail 
t Critical one-tail 
P(T<=t) two-tail 
t Critical two-tail 
F-test: Interest Margin/Earning Assets ratio (2009-2011) 
Mean 
Variance 
Observations 
df 
F 
P(F<=f) one-tail 
F Critical one-tail 
Banks 
Islamic 
0.037649 
0.000219 
57 
56 
1.294446 
0.149453 
1.506472 
Banks 
Islamic Conventional 
0.03764 0.02785 
0.00021 0.00016 
57 74 
0.00019 
0 
129 
3.95958 
4.8E-05 
1.65675 
9.6E-05 
1.97852 
Conventional 
0.027851 
0.000169 
74 
73 
Islamic banks enjoyed higher interest margin to earning assets ratios than conventional 
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banks. The t-test showed a significant difference between the two means. As for the F-test, there 
is no significant difference between the two variances. 
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The numbers reflected the higher interest income compared to interest expenses that 
Islamic banks enjoy, demonstrating a better position for Islamic banks to cover operational 
expenses and make higher profits. Since Islamic banks do not deal with interest, Net profit-loss 
sharing to profit-loss sharing margin (NPM), acts as an interest margin for Islamic banks. 
5.4. 8. Earning assets to assets 
Table 12: Earning Assets to Assets Ratio 
t-test: Annual Earning Assets to Assets Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.84484 0.98554 
Variance 0.00706 0.68645 
Observations 57 74 
Pooled Variance 0.391525 
Hypothesized Mean Difference 0 
df 129 
t Stat -1.4511 
P(T<=t) one-tail 0.10213 
t Critical one-tail 1.65675 
P(T<=t) two-tail 0.20427 
t Critical two-tail 1.97852 
F-test: Earning Assets to assets ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.844842 0.985541 
Variance 0.007067 0.686452 
Observations 57 74 
df 56 73 
F 97.1414 
P(F<=f) one-tail 6.93E-42 
F Critical one-tail 1.526519 
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In the t-test there were no significant differences between the means of the two samples. 
But in the F-test, with the hypothesis that Islamic banks have a lower variance using a one tail F-
test, there was a significant difference between the two variances; and conventional banks have 
higher variance than Islamic banks. However, Islamic banks managed to improve their total 
assets at a very fast rate and this explains their slight advantage over conventional banks. 
5.4.9. Market return on equity Ratio 
Table 13: Market Return on Equity Ratio 
t-test: Annual Market Return on Equity Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.04711 -0.00752 
Variance 0.27041 0.07361 
Observations 54 72 
Pooled Variance 0.15773 
Hypothesized Mean Difference 0 
df 124 
t Stat 0.70358 
P(T<=t) one-tail 0.22310 
t Critical one-tail 1.65723 
P(T<=t) two-tail 0.44621 
t Critical two-tail 1.97928 
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F-test: Market Return on Equity Ratio (2009-2011) 
Banks 
Islamic Conventional 
Mean 0.047115 -0.00752 
Variance 0.270419 0.073619 
Observations 54 72 
df 53 71 
F 3.673223 
P(F<=f) one-tail 2.26E-07 
F Critical one-tail 1.518984 
In addition to the previous presentation on the book ROE, At-test and F-test, to detect the 
statistical significance for the market ROE, was conducted. For market return on equity, Islamic 
banks enjoyed a higher mean compared to conventional banks. However, the t-test reveals that 
there was no significant difference between the means of the two independent samples. But in 
the F-test there is a significant difference between the two variances, for the market return on 
equity Islamic banks have higher variance than conventional banks. 
6.0 Conclusions 
The study analysis for the period of2009 to 2011 revealed that Islamic banks had higher 
stock returns in Qatar, Kuwait and the UAE, while this was the case for conventional banks in 
Saudi Arabia and Bahrain. Islamic banks stocks also appeared to be more risky in Qatar and 
Bahrain because their stock returns had higher standard deviations compared to the conventional 
banks. Islamic banks ' stocks also reported better consistency in performance from 2009 to 2011. 
Countries like Saudi Arabia and Bahrain have large Islamic banks compared to Kuwait 
and Qatar. Larger Islamic banks, such as Al Raj hi bank in Saudi Arabia, are in a better position 
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to achieve profitability, since they are able to diversify, take advantage of economies of scale and 
are well known (Hasan & Dridi, 2012). They also enjoy lower leverage and this can explain their 
good performance the year after the global financial crisis. 
Islamic banks are cushioned from the effects of interest rates by their profit/loss sharing 
nature when it comes to investment deposits. Conventional banks do not enjoy this advantage 
and this may explain their low stock returns compared to Islamic banks in most of the five GCC 
countries. Islamic banks rely on retail deposits for their profits; therefore, they tend to have 
stable fund sources compared to conventional banks. They also face a variety of challenges when 
it comes to profitability that may explain their low ROE and ROA. However, Islamic banks 
experienced significant asset and credit growth during the global financial crisis compared to the 
conventional banks. 
In 2010, Islamic banks made up 31% of the banking sector' s assets in Qatar, and this 
rose by 35% in 2011 . The conventional banks grew by 23% in the same period, which was lower 
compared to the Islamic banks (Hussain, 2012). Islamic banks are gaining more market share in 
the GCC compared to conventional banks and this explains their improved performance over the 
three year period analyzed. 
On the other hand, the study showed that the banking sector in some countries seems to 
be facing a recession in stock exchanges such as Saudi Arabia and Qatar. Their stock returns 
seem to be very low in comparison with other countries. 
The growing Muslim population in GCC countries is also eager to deposit funds in 
Islamic banks that align with Shariah laws and this has aided in the growth of deposits in Islamic 
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banks in those countries. In addition, there are high preferences to issue Islamic loans as seen in 
the high loan to deposit ratio that Islamic banks enjoy compared to conventional banks. 
With regards to credit ratings, conventional banks enjoy higher credit ratings, especially 
for long term investments. It is important to mention that bonds in general and Islamic bonds in 
particular have gained a significant interest with investors in the GCC exchange markets. 
Bankers in the GCC are expecting more Islamic bonds to be issued despite their low profit 
margins. This is a result of the loss of confidence in European and other western financial 
products, joined by the financial crisis that gripped global markets. The number of Islamic bonds 
issued in the GCC area is more than likely to double, due to the huge investments expected in the 
infrastructure. Investors are avoiding entering into traditional investments in Europe, as those in 
Europe have still not recovered from the financial crisis and are considered high risk. This has 
led to making Islamic financial instruments more favourable in the region, since they are secured 
by pledging assets, unlike conventional bonds. 
Finally, it is important to note that the GCC conventional banks offer Islamic fmancing 
and other Islamic products that align with Shariah principles, and this explains the higher 
profitability that conventional banks enjoy compared to Islamic banks. Even though Islamic 
banks are popular and preferred by GCC depositors when it comes to daily banking, most 
conventional banks are older, very well-known and are considered more trustworthy, especially 
when it comes to long-term investments. All this was seen in the high credit ratings, lower risk in 
stock returns and better financial performance in the study banks. 
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